Consequences for the German Labor Market * The numbers of migrants from the accessions countries have clearly increased since the enlargement of the EU in 2004. Following enlargement, the net inflow of EU8 immigrants has become 2.5 times larger than the four-year period before enlargement. Poles constitute the largest immigrant group among the EU8 immigrants: since enlargement, 63% of all immigrants and 71% of EU8 immigrants are from Poland. This chapter presents new evidence on the impact of immigrant flow from EU8 countries on the German labor market since EU enlargement. Unlike other EU countries, Germany has not immediately opened up its labor market for immigrants from the new member states. Nevertheless, our analysis documents a substantial inflow and suggests that the composition of EU8 immigrants has changed since EU enlargement. The majority of the new EU8 immigrants are male and young, and they are less educated compared to previous immigrant groups. We also find that recent EU8 immigrants are more likely to be self-employed than employed as a wage earner. Furthermore, these recent EU8 immigrants earn less conditional on being employed or selfemployed. Our findings suggest that these recent EU8 immigrants are more likely to compete with immigrants from outside of Europe for low-skilled jobs instead of competing with German natives. While Germany needs high-skilled immigrants, our analysis suggests that the new EU8 immigrants only replace non-EU immigrants in low-skilled jobs. These results underline the importance of more open immigration policies targeting high-skilled immigrants. The current policy not only cannot attract the required high-skilled workforce, but also cannot avoid the attraction of low-skilled immigrants, and is a complete failure. , 2008; Ester, 2007a, 2007b; Bonin et al., 2008; Zaiceva and Zimmermann, 2008; De Giorgi and Pellizzari, 2006; Blanchflower and Lawton, 2008) .
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Introduction
Germany has been experiencing a large inflow of immigrants for at least the last four decades. Post Second World War labor immigration into Germany began during the 1960s and 1970s, when Germany invited approximately 3 million guest-workers especially from Southern Europe, the former Yugoslavia and Turkey. Since reunification some 15 years ago, 2.5 million people from Eastern Europe have moved to Germany.
Immigration has kept Germany's population constant since the enlargement of the European Union in the spring of 2004.
According to the Central Register of Foreigners, the total number of immigrants between the age of 15 and 65 in Germany at the end of 2007 was close to 5.5 million, or approximately 10% of the total population in that age group. Immigrants from EU8 countries constituted only 9.3% of all immigrants at the end of 2007. 1 However, net inflows have been increasing from the new member states into Germany despite a "closed door" 2 policy aimed at restricting immigration.
A number of recent studies extensively analyze migration intentions, determinants and scale of migration, effects of the post-enlargement migration flows on the receiving as well as the sending countries' labor markets, welfare systems, and growth and competitiveness for all European countries after EU enlargements (Kahanec and Zimmermann, 2008; Ester, 2007a, 2007b; Bonin et al., 2008; Zaiceva and Zimmermann, 2008; De Giorgi and Pellizzari, 2006; Blanchflower and Lawton, 2008) .
1 The percentages of immigrants from the more traditional source countries are as follows: 24.6% of the 5.5 million are from EU15 countries; 24.1% from Turkey; 13.2% from the former Yugoslavia; 5% from the exSoviet Union; and 20.1% from outside of Europe.
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This chapter adds to this strand of literature. Here, we investigate the influx of recent EU8 immigrants, their characteristics and how they impact the German labor market. In the next section, we provide the legal framework governing Germany's restrictive policy, and any exceptions made for new immigrants. In section 3, recent migration and the background of EU8 immigrants are studied. In section 4, we offer a broad picture of the main characteristics of this group of immigrants, their observed skills and their labor market outcomes. Section 5 compares the labor market situation of these recent EU8
immigrants to that of other immigrant groups and natives. Finally, section 6 discusses the main findings and provides some immigration policy recommendations in view of the results.
The Legal Framework
During the negotiations regarding the enlargement of the EU which took place on May 1st 2004, the individual countries of "old" Europe (EU15) were able to decide for themselves how far they would relax their border restrictions for new migrants from the new member states. Germany has since had a restrictive policy and denied both workers and companies from the accession countries complete freedom, with the exceptions of Cyprus and Malta. Therefore, Germany, together with Austria, are unique because they are the only member states which have not extensively relaxed restrictions on migrants from the accession countries of 2004. However, holes have appeared in the fence which has been raised to block immigrants from the new member states. The following summarizes the exceptions for workers and businesses.
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The other exceptions are so-called "contingency contracts", which are mainly for farm helpers, and "special contracts" for high-skilled workers. Such contingency contracts have been around for decades and are not just associated with the enlargement process. These types of contracts are mainly established by bilateral agreements between Germany and certain EU8 countries, and they are referred to as "contingent labor forces", which are for workers who only stay in Germany for a specific period of time.
Generally, the immigration of high-skilled workers is possible, especially in the IT industry, but this is not related to EU8 expansion. The earnings are fixed for this type of immigrants, who need to earn in Germany a minimum gross annual salary of 86,400
euros. However, as few people immigrated to Germany as a result, the German government in the summer of 2007 decided to lower the limit to 63,600 euros. 6 In addition, there are also special rules for individual professions e.g. scientists working in research or people who work at fairgrounds. These high-skilled permits are issued in very low numbers relative to the total number of work permits issued in Germany. Ultimately, it is also possible for a foreigner outside the EU15 to obtain a work permit by marrying a German national.
There has been little debate or disagreement between the political parties on limiting access to Germany for immigrants from EU8 countries. Therefore, it is expected that Germany's current policy will remain until 2011, when the transitional period of the free movement of workers and services expires. This is all the more likely given the slowing down of the economy since 2008.
6 Numbers for the issued work permits for IT workers exist only for countries outside of the EU. This number was 3,400 in 2007. See Bundesagentur für Arbeit (2008).
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Migration Movement and Background of People from EU8 Countries.
The following findings are based on two official data sources on the population from regional registry offices in the community ("örtliche Melderegister") and the Central Registry of Foreigners ("Ausländerzentralregister"). The data sets contain personal information about immigrants (and emigrants) such as age, sex, nationality and length of stay. Germany, and migrants from the EU8, which have exhibited large fluctuations. The most significant group is aged between 25 and 45; hence, few children have migrated. This suggests that migration was not permanent by intention, but has been a planned temporary move to Germany.
Descriptive Statistics
Although the data in the registry contains information on age, sex, nationality and length of stay, it does not provide much information about the socio-economic characteristics of immigrants in Germany. Therefore, we use microcensus data, which are based on an official survey of households obligated to give information. The microcensus includes 1% of the resident population, and it is a large, representative, random sample containing comprehensive information on socio-demographic and economic characteristics of individuals in Germany. We use data from the 2006 wave, with approximately 380,000 households and 820,000 people in total, which are generally based on face-to-face interviews. The survey also contains information on all household members and has a very high response rate of approximately 97%. immigrants is lower compared to Germans and EU15 immigrants but higher than or equal to immigrants from other countries. The unemployment rate of recent EU8 immigrants is much lower compared to other immigrants. However, when we exclude students who are 9 also employed, the unemployment rate is about 20% for recent EU8 immigrants and nearly the same as the rate for earlier ones from the EU8. Moreover, the percentage of students from EU8 countries increased from 10% to 15% after enlargement. Although EU15 citizens have free access, recent years have seen a decrease in their migration to Germany.
[ Table 2 here]
Even though the employment rate is higher for EU8 immigrants compared to other immigrants, half of the employed EU8 immigrants are self-employed or work in part-time or mini-jobs 11 . This may be due to legal restrictions faced by EU8 migrants who live in Germany which act as a barrier to the labor market. The percentage of selfemployed immigrants is generally higher than native Germans, with the exception of people from Turkey and South-East Europe. The incidence is especially high for people from the EU8. Obviously, many EU8 immigrants have taken advantage of the opportunity made possible by EU enlargement to take up residence in Germany and become self-employed. This finding probably has to do with the fact that such employment is often associated with simple unskilled jobs. Alternatively, it might be that the type of work an immigrant tends to do is in a legal gray zone or is in fact illegal. It could explain why many immigrants, both from the EU8 and non-EU countries, are marginally employed. Exceptions to this are people from Turkey and the former Yugoslavia: national groups which belonged to an earlier guest worker program. Table 2 11 A mini-job is a form of employment in which up to 400 euros a month can be earned without having to pay any tax or social security contributions. The employer has to make a small social security payment. However, there may also be comparable employment arrangements in an illegal form.
also shows that more than half of all immigrant groups reside in the core cities of metropolitan areas. The figures are similar for recent and earlier EU8 immigrants, where 42% and 43% of them live in big metropolitan cities, respectively. This finding suggests that immigrants are attracted by the economic opportunities to be found in big cities. It also seems that enclave networks are important in the choice of residence.
The main interest group is EU8 immigrants, and five main subgroups of the total sample are defined and presented in the following empirical analysis. The first distinction leads to two groups which are based on the criteria of having German nationality. The first group is called "native" and includes those born in Germany and with German nationality since birth. The second group is called "native-others" and contains individuals who were born in Germany but naturalized later (such as second generation immigrants), or who migrated to Germany and have only German nationality (such as ethnic-Germans). Immigrants form the remaining population and are divided into 3 subgroups. The first sub-group is called "EU8" and constitutes immigrants who migrated from and are a national of an EU8 country. The second sub-group is called "EU15" and includes migrants from EU15 countries and the US. The last sub-group is called "non- [ Figure 1 here]
The microcensus data provides information on the highest secondary school degree acquired and information related to the type of vocational training that the individual has received. These two variables allow us to construct a continuous measure of years of education. The mean year of schooling is 13.3 years for EU8 immigrants and 12.6 for non-EU immigrants. However, a more detailed analysis reveals that differences in educational attainment have been decreasing over time between those two groups, which we will incorporate in our analysis. countries; however, this may be true only for this period. The questions regarding this issue will be better addressed once more recent data become available. On the other hand, figures show that more educated immigrants from non-EU countries migrated to Germany in the last decade and less educated ones left, so the average education has increased for this group. However, the situation is different for females. After 1990, with the collapse of the Berlin Wall, the average education of female immigrants from the EU8 was higher than that of males. Even after enlargement, there has still been an increasing trend in average educational attainments of EU8 females, whose average education is higher than female immigrants from non-EU countries.
[ Figure (2a Unfortunately, the microcensus data set does not contain information regarding the wages of individuals; instead, it has information concerning the "main source of income" 12 . We only use the information on net monthly income if the individual reports that the "main source of income" is from "working in a job". We also disregard earnings obtained while at school, or during vocational training or maternity leave. The net monthly income is reported in intervals with 24 income brackets in all. This variable is converted into a continuous variable by taking the midpoint of each interval.
Furthermore, we calculate hourly wages by dividing the monthly net income by 4 times the weekly hours worked. Employed people are all those who are 15 and older and have worked at least one hour in the reference week.
It is observed from raw data that EU8 immigrants earn less on average. Average income is 1,652 euros for EU8 men and 1,051 euros for women, while native men earn 2,097 euros and women earn 1,298 euros. Furthermore, when we compare the average 12 Possible answers for "main source of income" are employment income, retirement payments, rents, investment income, unemployment benefits, social welfare or financial grants.
income of immigrants who migrated to Germany just 3 years before and after enlargement, it seems that the average income of male EU8 immigrants dropped from 1,648 euros to 1,407; while it increased for women from EU8 countries from 806 euros to 1,111.
However, all these numbers are raw averages. As we will explain in detail in the next section, observable characteristics of all these groups are different, and this may lead to the wrong conclusion from just using raw averages. To address the differences in observable characteristics between different immigrant groups as well as the immigrants of the same group with different years of migration to Germany, we effectively control for the observable characteristics of immigrants in our analysis.
Empirical Analysis
In the previous section, we presented descriptive characteristics for different immigrants groups. As explained, all these groups differ in terms of their observable characteristics including educational attainment, age at migration, employment choices, location of migration choices, and so on. In this section, we compare immigrants' income, hourly wage, working hours, employment status, and self employment probabilities relative to natives and across immigrant groups. We present conditional means on these labor market measures using regression analysis, in which we compare immigrants to natives after controlling for observable characteristics. We analyze the natives and immigrant groups which were defined in the previous section.
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We report a cross-sectional analysis in Table 3 . In all these regressions, the omitted group is "natives". In the first 3 regressions, reported coefficients can be interpreted as the mean difference in outcome of interest with respect to German natives. For the remaining regressions, it is the difference in the probability of being in work for each particular group of immigrants with respect to natives, once observable controls are included.
[ Table 3 here]
The monthly income of recent EU8 immigrants is on average 28% less than that of natives who have similar observable characteristics. In addition, earlier and recent EU8
immigrants earn less compared to other immigrant groups. In a similar vein, recent EU8
immigrants' hourly wage is the lowest among all immigrant groups, and recent EU immigrants earn on average 24% less relative to German natives. They also work on average 0.75 hours less a week than natives. Therefore, we may conclude that recent EU8
immigrants work on average more hours, and their hourly wage is less compared to nonnatives: hence, their monthly income is lower than other immigrant groups. Table 3 , we analyze the employment status of immigrant groups.
In column 4 of
We construct an employment status indicator which takes the value of 1 if an individual is employed and zero otherwise. In Table 3 , reported coefficients are the difference in probability of being employed for the relevant group relative to natives with similar observable characteristics. From column 4 of Table 3 , it appears that recent EU8 immigrants are 23.7% less likely to be employed, and they have the lowest labor force participation among all immigrant groups. Having shown that immigrants from the EU8 have lower labor force participation, we quantify whether this immigrant group is substantially different from other immigrant groups with respect to other dimensions of employment, i.e. self-employment. The estimation results are displayed in column 5 of Table 3 . This column suggests that recent EU8 immigrants are 15% more likely to be self-employed relative to natives. This finding is not surprising as Germany has very few restrictions on being self-employed for EU8 migrants. However, it is still an open question why the recent immigrants from the EU8 outperform other immigrant groups in terms of self-employment.
There are additional checks that might help us to understand the nature of immigration to Germany and how it has altered since EU enlargement. To gain a better understanding of the effect of enlargement and the distribution of immigrants who migrated to Germany after 2004, we divide all immigrant sub-groups into two categories, recent and earlier, and report the results in Table 4 . This specification can help us to account for the assimilation or the integration effects. First, earlier immigrants from the same source country with similar observable skills may earn more than the recent arrivals only because they have spent more time in the host country. Second, there might be differences in earnings between recent and earlier immigrants due to the fact that the 18 earlier immigrants may have had better information about the local labor market in the host country, acquired the language skills required from the higher skilled jobs, and had better access to training in order to obtain country specific skills which are all unobservable in this data set.
[ Table 4 here] Table 4 suggests that the net monthly wage of recent EU8 and non-EU immigrants is 28% and 37% less, respectively, relative to natives with similar observables. Although recent EU8 immigrants work 1.8 hours a week more than recent non-EU immigrants, their mean levels of hourly wages are not statistically different from each other; hence, both groups' hourly wage is on average 24% less than that of natives.
However, recent EU15 immigrants earn 6% more a month than natives with similar characteristics. Furthermore, the hourly wage of recent EU15 immigrants is not statistically different from that of the natives, and they only work 0.1 hours more a week, which is statistically significant. These results on recent EU15 immigrants indicate that those who are generally better educated and are high-skilled have a higher income premium during the recent years of migrating to and working in Germany. On the other hand, the net-migration number of EU15 immigrants also indicates that unsuccessful ones have left Germany in recent years. Recent EU8 immigrants work in low-paid jobs and work longer hours, and their monthly income is the lowest on average among all immigrant groups except recent non-EU immigrants.
Table 4 also suggests that EU8 immigrants are 23% less likely to work relative to natives, and this is also similar for recent EU15 immigrants. Earlier EU15 immigrants are 2% more likely to be self-employed than natives. Also, the probability of being self-employed for recent EU8 immigrants is 15% higher than for natives and higher than all other earlier immigrant groups. However, recent EU8 immigrants have a lower probability of being employed compared to earlier immigrant groups.
We also estimate alternative specifications to address different concerns in the immigration literature. First, we investigate whether the results presented in Table 3 and Table 4 are driven simply by the fact that earlier/recent immigrant groups are more likely to work in specific industries and occupations. In this case, we might mistakenly attribute the differences in the earnings profile across industries/occupations to earnings differences between recent and earlier immigrants. The results in Table 3 and Table 4 are very similar after controlling for industry and occupation fixed characteristics in addition to other control variables, which further bolster our confidence that our results are not driven by differences in immigrants' occupations or industries.
Second, we control for individuals' years of schooling in our estimations.
However, years of schooling may not be as a good measure of education, since source countries may have different time spans to obtain similar educational levels. Therefore, we estimate the same specifications but include 3 educational categories instead of years of schooling in our analysis. We find that coefficients in Table 3 and 4 are higher in absolute terms in this specification; nevertheless, the results are in accordance with previous specifications for all groups.
Finally, another confounding factor for the main analysis is potential differences in earnings profiles across different age groups. In particular, individuals' labor market earnings increase with age and experience. Therefore, if we do not account for this factor, a differential age composition of immigrant groups can lead to misleading conclusions, 20 even though we exclude students and trainees from the analysis. We might conclude that recent immigrants earn less relative to earlier immigrants, while in reality the composition of EU8 immigrants has been changing, i.e. some immigrant groups comprise of younger individuals than others: hence, they have lower mean labor market earnings.
To address this concern, we exclude from the analysis individuals younger than 25 who work in mini-jobs. The main results virtually remain unchanged after excluding these individuals, although some of the coefficients change slightly. This additional analysis further confirms that our results are not caused by the change in the age composition of EU8 immigrants or other immigrant groups.
Conclusions and Policy Recommendations
The number of migrants from the accessions countries has clearly increased since the enlargement of the EU in 2004. With enlargement, the net gain of EU8 immigrants has become 2.5 times larger than in the four-year period before enlargement. Among EU8 immigrants, Poles constitute the largest immigrant group: since enlargement, 71%
of EU8 immigrants and 65% of all immigrants are from Poland. On the other hand, without the immigration from the EU8, Germany would have had a net loss of migration.
Therefore, it is essential to understand how this new immigrant influx from the EU8 countries has affected the labor market conditions in Germany, and whether the composition of these immigrants has altered since enlargement. This chapter presents unique evidence on the impact of immigrant flows from EU8 countries on the German labor market after EU enlargement.
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Our analysis suggests that the composition of EU8 immigrants has indeed changed since EU enlargement. The recent immigrants from EU8 countries are comparably older and have lower levels of education relative to previous immigrants from EU8 countries. On the other hand, the majority of EU8 migrants are male and young, and come from either Poland or the Baltic states. The change in the distribution of recent immigrants is also reflected by their labor market outcomes in Germany. We find that recent EU8 immigrants work in low-paid jobs and work longer hours, and their net monthly income is the lowest on average among all immigrant groups except recent non-EU immigrants.
In a similar vein, recent EU8 immigrants are 23.7% less likely to be employed, and they have the lowest labor force participation among all immigrant groups except recent non-EU immigrants. On the other hand, recent EU8 immigrants are 15% more likely to be self-employed relative to natives. EU8 immigrants work 1.8 hours a week more than recent non-EU immigrants, but their mean levels of hourly wages are not statistically different from each other, whereas both groups' hourly wage is 24% less than natives on average.
Taking these findings together suggests that recent EU8 immigrants in Germany are more likely to be self-employed than employed as a wage earner in Germany.
Furthermore, these recent EU8 immigrants also earn less conditional on being employed or self-employed. Given the large numbers of inflows and outflows of recent EU8 immigrants, they may serve as seasonal workers in low-paid jobs or in agriculture. Our results suggest that recent EU8 immigrants are more likely to compete with immigrants from outside Europe for low-skilled jobs than compete with natives in Germany. 20 1971-1973 1974-1976 1977-1979 1980-1982 1983-1985 1986-1988 1989-1991 1992-1994 1995-1997 1998-2000 2001-2003 2004-2006 Year 
